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On March 2, the World Bank rejected Costa Rican efforts to secure a US$100 million credit approved
in 1993. The decision impairs efforts by President Jose Maria Figueres to tackle an economic crisis
marked by a budget gap that has widened from 0.5% of GDP in 1993 to 8.2% in 1994. The funds were
expected to help Costa Rica meet debt service of US$100 million on outstanding obligations to the
Paris Club, and to ease the impact of an austere economic restructuring plan Figueres has been
trying to get through the Legislative Assembly. An additional credit of US$80 million from the InterAmerican Development Bank (IDB) has also not yet been released.
The World Bank took the action because of Costa Rica's poor macroeconomic showing in 1994. The
budget deficit is expected to push inflation in 1995 above the 1994 figure of 19.9%. In addition, the
World Bank is concerned about Costa Rica's failure to secure endorsement from the International
Monetary Fund (IMF) of the Figueres restructuring plan. In turn, IMF support depends on the
administration's ability to get the necessary legislation for the plan passed by the Assembly. The
government was, however, able to work out an "understanding" with the IMF in February that could
lead to a letter of intent and final IMF approval in June.
Although the Figueres administration has not sought IMF funds, the other international lending
institutions regard IMF endorsement of the restructuring plan as a condition for release of credits.
Besides the budget deficit, Costa Rica piled up a US$820 million trade deficit in 1994 compared with
US$371 million in 1993. The trade picture for 1995 has been made more problematic by the threat
of an influx of cheaper Mexican goods since the December 1994 peso devaluation. Even before the
devaluation could make an impact on the trade balance, imports from Mexico in 1994 were valued at
US$65 million, exceeding exports by US$39 million.
The administration's proposed line of attack on the crisis is through a reduction in the fiscal deficit
to zero in just 18 months. The understanding reached with the IMF includes: a reduction in the
budget deficit to 3.5% of GDP this year and a further reduction to 0.5% of GDP in 1996; cuts in
pension and public payroll expenditures; a 1% tax on capital assets; a boost in the value-added
tax (impuesto al valor agregado, IVA) from 10% to 15%; and various price hikes in utilities and
public services. On March 9, Figueres said that the loss of the World Bank credit could be covered
by an increase in banana exports, although a recent report indicates a 29% decline in productivity
in the industry between 1990 and 1994. Figueres also has proposed debt swaps involving Costa
Rica's nature preserve program. (Sources: Reuter, 02/22/95, 03/08/95; Notimex, 03/09/95; Inter Press
Service, 03/08/95, 03/09/95, 03/11/95; Agence France-Presse, 02/15/95, 02/28/95, 03/11/95; ACAN-EFE,
03/14/95)
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